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THE OUTLOOK FOR REAL ESTATE IN 1960 


E are experiencing the tightest money market in this generation. This 
W is due to a combination of factors. At least one of the significant rea- 

sons is that, as individuals and as a nation during this period, we have 
been urged to buy things we didn ’t need with money we didn ’t have. 


During this last generation, interest rates have been kept low, primarily by 
the fiscal policies of the Federal Government. In the last 29 fiscal years the 
Federal budget has shown a deficit in 24, in spite of the fact that much of the 
period involved was the most prosperous in the history of America. This in- 
volved producing constantly more currency and credit. Because of low inter- 
est rates there has been little incentive to save. 


As long as inflation was the order of the day, the spendthrift who spent his 
money as fast as he received it actually received more goods and services 
than the frugal man who saved it and spent it later with the accrued interest. If 
he saved it for approximately 20 years at 3 percent, the value of his savings, 
plus accrued interest today, would be 15 percent less than the purchasing power 
of the original amount. If added to this, we make an adjustment for the income 
tax which would be due on the interest, we find that the loss in purchasing 
power would run from 22 percent to 44 percent, depending upon the tax bracket. 
This is shown on the chart on the following page, which compares three invest- 
ments, each made in 1941, the first year in which “E” bonds were available. 
This chart shows, for each type of investment, the amount of purchasing power 
which could be secured by liquidating, at any time, in comparison with the 
amount of purchasing power originally invested. 


Even a casual glance at this chart will show that “E” bonds have not been a 
good inflation hedge, and this would hold true for any money loaned out at in- 
terest, whether it be in the form of mortgages, savings accounts, savings and 
loan shares, bonds, or annuities. During this entire period the purchasing 
power of the principal amount of life insurance policies has been shrinking, as 
have pension payments and all other types of fixed dollar returns. 


The second and third lines on the chart show that equity investments, eith- 
er in stocks or in real estate, have fared far better during inflation than fixed 
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dollar investments. Money invested in the stock market in 1941, assuming that 
the stock varied as the Dow-Jones industrial average has varied, would, 
today, be worth 137 percent more purchasing power than these stocks would 
have brought in 1941. During the first 13 years on this chart, these stocks did 
not fare unusually well. In more than 8 of the 13 years they would have brought 
less purchasing power, had they been sold, than their original cost. Dividends 
have not been taken into consideration in these figures. From 1954 through 
1959, however, common stocks have proven to be a splendid inflation hedge. 


The third assumption used on this chart is the purchase of a single-family 
residence on a suitable lot in 1941. With the exception of 8 months, during the 
first 3 years, it has been possible to sell this residence at any other time for 
more purchasing power than the original cost. It is assumed that the owner 
lived in the residence and the rental value of the property has not been added 
into the figures. The ownership of a medium-priced home, during the period 
we have just come through, has been a good and consistent inflation hedge. 


A valiant effort is now being made to stop inflation. The higher interest 
rates and the belief that inflation may be stopped will increase the volume of 
savings. These factors will, however, during 1960, reduce the volume of 
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residential building 10 to 15 percent. Total building, of all kinds, will prob- 
ably equal, in 1960, the volume of 1959, which will make it at least the second 
best year on record. 


The chart at the bottom of page 5 shows new nonfarm housing starts by 
types of financing from 1950 through 1959. The drop from the peak in the early 
part of 1959 is very apparent, and it will be noticed that most of this contrac- 
tion has occurred in VA- and FHA-financed buildings. 


Because of interest rates fixed by Congress on FHA and VA financing, these 
agencies have not had the stabilizing effect on residential construction which 
was intended originally. When their rates are unattractive, in comparison with 
other interest rates, the volume of FHA and VA loans shrinks. This continues 
until Congress, belatedly increases the legal limit, generally too little and too 
late. Were it not for the activity of the Federal National Mortgage Adminis- 
tration, conventional mortgages during 1960 would fare considerably better than 
FHAs, but there is little doubt that Congress will put considerable pressure 
on Fannie Mae to buy mortgages to ease the supply of money for residential 
building. 


During the entire inflationary period, construction costs have been rising, 
and the cost of building a typical six-room frame house has risen from $5,700 
in 1939 to $19,578 by the beginning of 1960. This rapid increase in construc- 
tion costs, everything else being equal, would restrict the demand for new 
units, and since the replacement cost of a building also greatly affects the 
selling price of existing houses, the increase in real estate values undoubtedly 
reduces the demand to a smaller amount as marginal buyers are forced out of 
the market. That this has not been a great inhibiting factor thus far is shown 
by the chart opposite. This chart shows the cost of our standard six-room 
frame house on a suitable lot, expressed in the number of weeks required of 
the earnings of production workers in manufacturing to equal the acquisition 
cost of the house and lot. In 1913 it required the equivalent of 502 weeks of 
earnings to equal the cost of the house. This is equivalent to the full earnings 
for almost 10 years, and was a heavier housing load than many families 
could afford to undertake. The chart indicates that there have been variations 
up and down from 1913 to the present, but the general trend has been markedly 
downward, until at the present time the house could be bought for 263 weeks of 
earnings. This has reduced the 10-year period to less than 5.1 years. 


Of course, this figure on gross earnings is of more theoretical interest than 
it is of practical interest because now the Federal income tax deprives the 
average worker of a considerable portion of his earnings, and this money is 
no longer available for housing. If the worker has no dependents, his income 
tax is higher and, accordingly, he would have to devote his take-home pay for 
a larger number of weeks to pay for his house. It would now take him approxi- 
mately 6.2 years, but this is still a big improvement over the 10 years re- 
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quired in 1913. If he has three dependents, his income tax is less, and now his 
take-home pay in 5-2/3 years will amount to the cost of his house. While this 
drop in the real cost of the house in earnings to the average worker is due 
partially to greater efficiency in the building of houses, it is primarily caused 
by increases in efficiency outside of the building trades. 


The chart on the page opposite shows some factors which will affect the de- 
mand for housing in the period ahead. The black beaded line shows the way the 
number of marriages in the United States has varied each year from 1900 to the 
present. During this entire period the population of the United States was in- 
creasing rapidly. However, marriages at the present time are not high in re- 
lationship to the past, and it would appear, from this chart, that we can expect 
the number of marriages to increase rather rapidly in the years ahead. 


One reason for believing that marriages will increase rapidly is the tre- 
mendous increase in the number of persons reaching 20 years of age each year 
which will occur in the 1960’s and 1970’s, as shown by the solid green line 
on this chart. These younger persons will probably prove a great stimulant to 
the rental market. The solid black line on the chart shows the number of per- 
sons who will reach 35 years of age each year, the approximate average age 
at which people buy houses. This line is stili dropping, and will not start to 
rise until the 1970’s. The broken green line at the bottom of the page shows 
the probable maximum demolition from physical depreciation. Urban renewal 
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in many cities of the United States will tend to increase the amount of demoli- 
tion and will, therefore, be a stimulant to new construction. Many cities are 
now carrying on rather extensive urban renewal programs, resulting in the 
clearing of thousands of acres of close-in areas. 


The chart on housing vacancy in the United States on page 9 is based on 
sample studies carried on by the Bureau of the Census. ,It shows that while 
vacancy has been increasing, it is certainly not excessive, and that the vacant 
units actually for rent are still not plentiful. 


In an effort to estimate relative vacancy in prior years, the classified ad 
count chart is given next to the yacancy chart. This is based on the number of 
“For rent” ads appearing in 38 principal metropolitan areas of the United 
States from 1940 to the present. When the number of “For rent” ads declines, 
as it did in 1946, a housing shortage is indicated. As it reclimbs, the housing 
shortage disappears. 





The chart on money rates below shows what has been happening to the va- 
rious barometers since the beginning of 1953. The weekly indicator on the 
tightness of money - 91-day Treasury bills - has climbed constantly higher, 
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and has certainly set some interesting records in the recent past. Undoubtedly 
its high level at the present time is affecting the distribution of savings. Sav- 
ings banks are showing a net decline and savings and loans have stopped the 
rapid increase in deposits. Since savings banks and savings and loans are two 
large sources of mortgage money, any restriction in the growth of savings in 
these fields affects materially, the supply of mortgage money. Since the begin- 
ning of 1957 on this chart we show the average rate on conventional mortgages 
as computed by the FHA. It will be noticed that this rate now exceeds 6 per- 
cent. Six percent or better will be the prevailing rate during 1960. Measured 
over along period of years, a6 percent rate is not unusual, as will be seen 
by looking at the spread on pages 12 and‘13 inthis report. It should be re- 
membered that interest rates for Manhattan Island are generally on mortgages 
on large properties, while the interest rates shown for St. Louis are primarily 
on single-family residences. 


The chart at the top of page 10 shows the cost of building an 18-family 
apartment in contrast with the flictuations of the Bureau of Labor Statistics 
rent index. Both indexes are on the basis of 1913 = 100, and it can be seen 
readily that construction costs have advanced more than 24 times as much 
since 1913 as has the rent index. While rents are still rising, so are con- 
struction costs, and at the present time the ratio between the two is not im- 
proving. It is true that new apartments bring much higher rentals than the av- 
erage of all apartments, and this has enabled some apartment building to go 
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forward at rents which would pay a return on the cost of construction. All in 
all, however, rent levels are too low to support the volume of multifamily 
building which we need in the United States. 


The chart on the lower half of page 10 shows the total number of rental 
type units built in the United States and the percentage that rental type units 
formed of total private starts. It will be noticed that, in 1927, without any Gov- 
ernment assistance, 44 percent of the private dwelling units in the United 
States were built for rent. In 1949, at the peak of the 608 provision apartment 
building, which later was investigated by the Government, only 20 percent-of 
the private dwelling units were built for rent. Even the Government insurance 
of a padded replacement cost was apparently insufficient to cause a volume of 
building equal to the volume in 1927 in a private initiative market. In 1959, 18 
percent of the dwelling units being built were being built for rent. 


The chart opposite shows the number of nonfarm real estate foreclosures 
since 1933. While each succeeding year since 1953 has shown an increase 
in the number of foreclosures, the rise has been very slight and very gradual, 
und has not attained a level equaling even the preceding minor readjustment pe- 
riods for real estate. There is nothing in the immediate future which would 
tend to make foreclosures rise rapidly. 

(cont. on page 19) 
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NEW CONSTRUCTION IN THE UNITED STATES 
(EXCLUDING ALASKA AND HAWAII) 
1959 and Outlook for 1960 (Millions of dollars) 


Estimates of the Department of Commerce 


Type of construction 1959 1960 % change 
TOTAL NEW CONSTRUCTION 54, 000 55, 300 +2 


PRIVATE CONSTRUCTION 37, 800 38 , 800 +3 
Residential buildings (nonfarm) 22,150 21,500 -3 
mew Greaienes GORS.. 24 cb bc 040d bs s 3 17, 000 16, 000 -6 
Additions and alterations , 400 4,600 +5 
Nonhousekeeping 750 900 +20 
Nonresidential buildings (nonfarm) , 600 10, 200 +19 
Industrial , 950 2,450 +26 
, 850 4,450 +16 
Office buildings and warehouses .... , 925 2,225 +16 
Stores, restaurants and garages .... 925 2,225 +16 
Other nonresidential buildings , 800 3, 300 +18 
Religious 925 1,050 +14 
Educational 530 600 +13 
Hospital and institutional 570 700 +23 
Social and recreational 540 700 +30 
Miscellaneous 235 250 +6 
Farm construction , 750 1,550 -11 
Public utilities 5,100 5, 350 +5 
| Pereeerrer. Seey eee 275 250 =) 
Telephone and telegraph 900 1,100 
Electric light and power , 075 2,050 -1 
Gas .. , 700 1,825 +7 
Other public utilities 150 125 -17 
All other private 200 200 0 


PUBLIC CONSTRUCTION 200 16, 500 +2 
Residential buildings , 000 900 -10 
Nonresidential buildings 4,500 4,725 +5 
Industrial 340 375 +10 
Educational 675 2,750 +3 
Hospital and institutional 425 450 +6 
Administrative and service 590 700 
Other nonresidential buildings 470 450 -4 
Military facilities , 490 1,375 -8 
Highways 5, 800 5,700 -2 
Sewer and water systems , 465 1,625 
Public service enterprises 560 700 
Conservation and development 150 1,225 +7 
All other public 250 +6 
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(cont. from page 15) 

The one forecast about which there can be no question is that the average 
real estate tax load per family in urban areas of the United States will continue 
to rise. Inflation has thrown a tremendous burden on county and municipal 
governments, and it looks as if this burden will continue to mount during the 
next few years. It is going up, however, at a slower rate than prevailed during 
the last 15 years. The average public debt per family is also rising, but ata 
slower rate. There has been a great deal of resistance to additional bond is- 
sues during 1959, and this resistance will probably remain strong during 1960. 


The chart on page 16 and the table on page 17 show the volume of construc- 
tion in dollars by types from 1945 through 1959, with an estimate for 1960. 
The forecast is that of the United States Department of Commerce. This 
would indicate an increase of 2 percent in overall construction, which would 
bring construction activity in the United States to a new all-time high. Private 
residential construction, nonfarm, is expected to decrease by 3 percent, while 
the value of dwelling units is expected to decrease by 6 percent. Industrial 
building is expected to increase by 26 percent, commercial building by 16 per- 
cent, and other nonresidential buildings by 18 percent. Farm construction is 
expected to drop by 11 percent, public utilities to increase by 5 percent, and 
public construction to increase by 2 percent. 


The chart showing price trends of selected building materials from 1947 
through 1959 would indicate that there 


have been rather divergent trends in ' 

the building field. Lumber, millwork, a OFFICE BUILDING 
paint, plumbing, and heating have VACANCY 
shown less tendency to rise than have NATIONAL AVERAGE 
hardware, structural clay products, 
and Portland cement. Part of the 
answer may lie in the fact that those 
items showing the smallest increase 
are those used primarily in single- 
family residential building. The tre- 
mendous road program has probably 
affected the price of cement. The 
large commercial and industrial 
buildings have probably had their ef- 
fect on structural clay products. 
These larger buildings also usea 
great deal of special and higher 
priced hardware. 


PERCENT VACANCY 
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It seems unlikely that building 
costs will drop during 1960, but it 
willalso be surprising if they increase JAN. JAN. OCT. OCT. OCT. OCT. OCT. OCT 
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I think it probable that the building cost of a single-family residence will 
increase during 1960 3 to 5 percent. 


Office building vacancy has increased slightly during 1959, continuing the 
trend which started in 1946. 


There has been a great variation, however, in office building vacancy in 
various cities. Surprisingly, New York City, where building has been pro- 
ceeding at the most rapid rate, has shown a decrease in office building vacan- 
cy in 1959, and has a vacancy of less than half the national average. 


A vacancy in office buildings of from 5 to 10 percent might be considered 


normal. A vacancy of less than 5 percent makes it difficult for a growing or- 
ganization to expand its floor space without moving to a new location. 





For each of the past 6 years, the value of farms per acre in the United 
States has increased. The increase during 1959 was not so great as during 
1957 and 1958, but in view of many adverse factors, it is still significant that 
values went up. 


The chart at the top of the opposite page shows the average value per acre 
of farms in the United States from 1919 through 1959. It should be kept in 
mind that these figures include the value of improvements and are not, there- 
fore, land values only 


Since 1942, when farm values started rising rapidly, the black line on this 
chart shows that a large portion of this rise was illusory. The black line 
shows farm values per acre in dollars of constant purchasing power. This 
would indicate that if we had maintained the value of our money, a farm today 
would sell for only slightly more than it sold for in 1919. Actually, in current 
dollars it is selling for about 86 percent more than it sold for then. One fac- 
tor which should be kept in mind in studying these figures is that farms are 
increasing constantly in size. The widespread use of large mechanized equip- 
ment on the farm makes necessary a larger number of acres than the small 
farms of the past, worked with less complicated equipment. Of all the sales 
of farms in the United States this past year, 43 percent were the result of a 
farmer ’s buying another farm in order to increase his acreage. The need for 
larger acreage may be one of the reasons why farm values have continued to 
rise in spite of some unfavorable factors. 


The chart on the lower half of the page opposite shows some very interest- 
ing facts about our farm economy. We find, for instance, that all physical farm 
assets in the United States have now risen to the stupendous total of $171 billion. 
Of this amount, $125.1 billion represents the value of farm real estate. The 
mortgage debt against this farm real estate is only $11.3 billion, or 9 percent. 
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Total farm debt amounts to $23.3 billion, which is approximately 13.6 percent 
of total physical assets. This would certainly indicate that our farms are in 
splendid financial condition. 


The large chart opposite shows cash income from farm marketings. The 
most significant line on this chart is the one showing Government payments. 
Just a few months ago these payments were running at a rate in excess of $1 
billion a year. This has now dropped, until the last figure is $573 million. 
There must come a time when agriculture will again stand on its own feet and 
when farm products will find their own price in world markets. Until this 
time arrives, we will be plagued by surpluses financed by the taxpayer. 


The most satisfactory showing on the chart is in the cash income from 
farm marketings of fruits. This line, for a period of 7 years, has shown an al- 
most constant upward drift with no major reversals. While cotton is consid- 
erably below the peak, the trend during the past 2 years has been decidedly up. 
Most other items have shown some downward trends during the past year. 


The appraiser of urban real estate has had various rules of thumb which 
have acted as a rough guide to value. The chart below is an attempt to find out 
what relationship there has been in the United States over a period of years be- 
tween the gross marketings and the net income from farms in comparison with 
the dollar prices at which farms were selling. The black line on this chart 
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shows the number of times by which the gross income would have to be multi- 
plied to equal the average value of afarm. It will be noticed that, if at the 
present time, the gross annual income is multiplied by about 3.8 it will equal 
the value of the farm. The highest this multiplier has ever gone was in 1921 
and 1932, when the multiplier stood at 7.6 and 7.8, respectively. It has not 
been above 3.8, however, since 1940. If the same study is based on net in- 
come for all farms in the United States at the present time, these farms are 
selling for 11 times their net income. In 1921 this figure went to 18.5 times, 
but it has not been above its present level since 1934. 


Since this chart covers all types of farms in all parts of the United States, 
it is not a very useful tool for estimating value for a specific farm. 


Farm values in 1960 in the United States, in my opinion, will continue to 
increase, but at a slower rate. 
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